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The Digital Technology and the Threat of Downsizing into
Indonesia‘s Banking Industry Performance

Florentina K. Tehubijuluw

Abs:mc.t—The condition of reducing the permanent
company’s workforce and with corporate reorganization in the
response of dynamic environment was defined as
downsizing. In this era digital economy, the speed, flexibility
and innovation becomes more important. Automation in settling
the ﬁnanciatramactiom will increase the productivity of
workforce. This study contributes to our understanding that
even the digital technology will reduce the staff number in the
banking industry, but the customers still need some close
relationships and interactions in doing their financial
transaction. The bank’s performance is mostly influenced by the
bank image and the ability to create edge value to the
customers.

Index Terms—Banking industry, banking performance,
digital technology, downsizing strategy, Indonesia.

I. INTRODUCTION

Digital technology has developed rapidly in almost all
around the world. The Encarta Dictionary defined digital
economic as "Business transactions on the Internet: the
marketplace that exists on the Internet". The digital
technologies also have a big impact to change the business
activities and economics opportunities. Some advantages of
these digital technologies include the easiness to start new
business, enlarging the potential market, simplifying the
payment system and speedy distribution from all over the
world.

The number of active Internet users in Indonesia reached
78 million users of which 7% are doing transactions over the
internet. From the total population of 255.55 million only
28% of the people are active internet users and social media
accounts. Interestingly, 121% of the Indonesian people have
mobile connections with 24% of them are active mobile social
accounts. The higher number of mobile connections compares
with the total population shows the possibility of every people

uscript received January 22, 2017; revised March 5,2017

Horentina K. Tehubijuluw is the lecturer of Matana University, ARA
Center. Matana University Bu
(e-mail: florentina®@ matanauniv

ersity.ac.id).

doi: 10.18178/ijtef.2017.8 4 560

2, Gading Sempong., Tangerang, Indonesia.

184

in Indonesia has more than one mobile phone.

Indonesia government under the leadership of President
Joko Widodo also has commitment to develop the
infrastructure to support the digital economy by launching
-The Palapa Ring Projectl. This project is the development of
national infrastructure of fiber optic across the country, which
will cover of 34 provinces and 440 cities, with the total length
of sea cable 35 .280 km and land cable of 21.807 km.

In the digital economy, information and business
environment transaction flows have evolved from physical to
virtual. The banking process are now rapidly changing from
physical cash, checks, using teller in the bank‘s branches to
electronic data interchange (EDI), electronic transfer,
branchless banking system, cashless system using debit or
credit cards, automated teller machines (ATM) and internet
banking. The components of economic transactions are now
representing by the data flowing across global networks.
Companies must fundamentally rethink their core business
models to prepare for the digital economy by adjusting the
organizational slrelteg)ﬂnemp()wcr planning and technology
[1]. Forward-thinking and competitive
organizations such as Federal Express, Toyota and Wal-
Mart consider the information technology as a weapon to
integrate the business units and dissolve barriers to gain more
cof@petitive advantage [2][3].

Downsizing which is a proactive strategy defined as a
process which results in layoffs and the streaming of functions
as well asahc redesigning of systems. Downsizing has
become a legitimate option for Blsiness growth strategies
especially after the 1980s [4]. Organizational downsizing
has practice improve
organizational outcomes. It is referred t() the planned

infrastructure

become a common aimed to
elimination of positions or jobs** [5] and may incorporate
workforce reduction, work redesign, and systematic change
[6].

The economic slowdown in Indonesia is also give some
affect in the banking industry. Some banks are experienced in
the increasing rate of Non-Performing Loan (NPL) from
2.16% in 2014 into 2.96% in the beginning of 2016, the
failure of credit payment from the customers and the
decreasing of net interest revenue [7]. On the other side, the
operational ratios (especially in employee
compensation packages and branch operational cost) into the
operational revenues are tremendously growing. In order to
survive, some banks are trying to reduce unnecessary cost by

expenses




closing some branches, focusing more on profitable
businesses, reducing the number of employees and investing
more on the technology infrastructure. Digital transformation
in the banking industry in Indonesia is important to increase
the quality services to the customers. With the branchless
banking, the bank can offer some innovative and electronic
financial transaction done by the customers themselves. The
delivery channel can be more simplified and can be followed
by limiting the number of employees.

The purpose of this study is to investigate whether the bank
in the digital technology will replace the
employee's role and improve the bank's performance in
Indonesia.

investment

II. LITERATURE REBVIEW

Digital economic was defined as the virtual arena in which
business actually is conducted,
exchanged, transactions occur, and one-to-one relationship
mata by using any internet initiative as medium of exchange
[8]. The digital economy now permeates countless aspects of
the world economy, impacting sectors as varied as banking,
retail, energy, transportation, education, publishing, media or
health. Information and Communication Technologies (ICT's)
are transforming the ways social interactions and personal
relationships are conducted , with fixed, mobile and broadcast

value 1s created and

networks converging, and devices and objects increasingly
connected to form the Internet of Things [9]. Kumar er al.
[10] said that the technology consists of information and
ted b lo gy components.

Downsizing is a deliberate organizational decision to
reduce the that is improve
organizational performance and organizational effectiveness
[11]; is typically aimed at improving efficiency and is the
result of a C()l‘l’ltelli()l] of organizational factors and
environment [12]. Downsizing is one of the modern key
concepts of manpower planning. It is generally associated
with corporate re-organization to create a more efficient and

workforce ntended to

leaner company. Downsizing is the systematic reduction of a
workforce through an internationally instituted set of
activities by which ()rganizati()nsaim to improve efficiency
and performance [13], [5]. De Meuse [14] defined
downsizing as -a large permanent, reactive layoffs, a
streamlining of functions, a redesign of systems, a redefinition
of p()aics aimed at cutting costs and a proactive strategy.
Bank and Tustin [15] posited that downsizing is one tactic to
get better competitive advantage and fulfill cusl(na"s needs.
The reason advanced for downsizing is also to improve

service delivery and promote good governance. The
advantages of downsizing are flexibility to increase
gamizalli()n efficiency and productivity [3], [12].

Downsizing is also an intentional, proactive, and often
reactive managerial strategy aimed at
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generating sustainable fit and adequate responses to
external-environmental turbulence and uncertainty [16].

A wide variety of organizational measures have been used
to assess the performance of the organization, such as:
financial performance, incrcalsenusl()mer satisfaction and
positive brand image [13]. In turn, higher customer
satisfaction and loyaltn:ads to improve revenue, profitability,
and cash flows [17]. Increased cash flows could come from
the acquisition of additional customers. The interest in
measuring customer satisfaction is reflected in its ability to
help build up dgftomer loyalty [18]; enhance favorable word
of mouth [19], lead to repeat purchases [20] and imprnc the
company‘s market share and profitability [21]. A key
motivation for the growing emphasis on customer satisfaction
is that higher customer satisfaction can lead to a stronger
competitive position resulting in higher market share and
profit [20]; reduce price clasticity, lower business cost, reduce
failure cost and reduce the cost of attracting new customers.
Customer satisfaction is also generally assumed to be a
significant determinant of repeat sales, positive word of
mouth and customer loyalty. Satisfied customers return and
buy more and they tell other people about their experiences
and also strengthening the company brand image [20].

Based on the literature review above, the researcher
proposed the theoretical framework as follows:

H1 H2

|Digilal Techmloﬁ Downsizing SLraLegH Banking Performance |
| 1

H3

Fig. 1. The Theoretical framework.

From the framework above, the researcher proposed some
hypotheses as follows:

H;: There's an effect between the digital technology and
the downsizing strategy

H,: There's an direct effect between the downsizing

strategy and the banking productivity

H;: There's significant influence between the digital
technology and the banking performance

ITI. RESEARCH METHODOLOGY

The empirical part is based on quantitative survey results
from the theoretical framework. The digital economic data
will be analyzed using the published of Indonesia government
report  including the  strategic  development of
telecommunication infrastructure and also stated by
the Economist Intelligence Unir (EIU) [22], which include:
the ICT mfrastructure (X,), the business environment (X,),
the social and cultural environment (X;) and consumer and
business adoption (X,). The downsizing strategy (Y,) was
characterized by the reducing the number of current
employees [14] and for the banking performance will be
measured by the rate of customer satisfaction (Y,), the bank
image (Y3), and the bank's ﬁmmciil'f()l’mimccs (Yo [17].
The research questionnaires collecting demographic
mformation profile of the respondents related with n:,
gender, level of education, job position and work tenure. The
second part of questionnaire represented the main research




questions isnikcn from the previous study done by some
researchers. Each question will be measured base on Likert 5t
option spectrum coded from: Scale 1 = Very Disagree, Scale
2 =Disagree, Scale 3 = Doubtful, Scale 4 = Agree and Scale 5
=Very Agree.

The hypotheses testing was used as the ﬁc study
rescarch and will be statistically analyzed with . causality
with individual as unit analysis. This research will discuss
the sampling technique, instrumentation and the data
screening before proceeding to the Structural Equation
Models (SEM) technique in testing the hypothesized model
and invariance analysis. The samples for this research are
customers from four biggest banks in Indonesia based on the
market capitalization in the Indonesia Stock Exchange, which
include: one private bank and three state-owned banks.

The researcher decided to distribute 400 questionnaires, in

which each bank will be represented by 100 respondents.
Validity construct is measures by Pearson correlation. The
validity testing in pre-test showed that the ¢ > 0.757. The
Cronbach’s alpha which showed the reliability showed the
value [ 0.758 [23][24].
The Goodness-of Fit (GOF) how well the
specified model reproduces the observed variance matrix
among the indicator items and for this rcnu‘ch the result
showed that all GOF is more than > 090. Since the
observed and estimated covariance matrices would be the
same, it can be stated that this research theory were perfect.

indicates

IV. RESULTS AND DISCUSSIONS

All primary data will be analncd using the statistical
package SPSS for Windows. The study will use a structural
equation method to identify the strength, direction and impact
of each indicator. Following is the result of data analysis:

OP =021*DT + 0.04*DS + 0 47*BF, Errorvar=0 42 ,R= 0.58
0.043)  (0.040) (0.053) 0069
5.87 206 797 1003

(Source: LISREL OUTPUT 8.70)
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Fig. 2. The Structural diagram (Standardize).

nn
547 | BE LK

4 Digital Tedmclcg|—§|ﬂcwnsi:ing51ng'4—1 Banking fe formance
g Iy

u.iu_ﬂ/l;‘sa 9
.'l.
msm

Fig. 3. The Structural diagram (T-Value).

The result of all hypothetical tests as follows:

Hypothesis 1: Digital technology has a positive effect
with downsizing strategy with the f-value 5.87 and 21%
effect. The business environment has the greatest value
within the digital technology dimensions. Business
environment in Indonesia are growing abundantly following
the economic growth and g()vcmanl commitment to
develop the ICT infrastructure [25]. In emerging economies
around the world, the interest in digital technology is
currently higher than ever amid burgeoning youth
populations and a desire to move up value chains. They are
more familiar with gadget or social media, like to spend
hourly in the internet and do ere online shopping [26].

Hypothesis 2: There is an effect between the
downsizing strategy and banking performance, with the
t-value = 2 (2.06) and 4% rate effect. This research followed
the study of Kozlowski, et.al. [11] who stated that the
downsizing strategy is one alternative way to reduce the
nu@er of employee to increase organization efficiency.

Hypothesis 3: There is a greatest effect between the
digital technology and the banking performance with the
value of t was 7.97 and 53% effect. Digital technology is
proven to improve banking performance. Some banks are
heavily invested to develop the ICT infrastructure run the
business efficiently. Understanding the consumer
business process will assist the bank to create
mnovative strategies in capturing the market [27]. Hussain,
MF, et al. [26] also stated that technology provides the
solution of the problems that is generated by innovation.
Technology will simplify the business transaction process,
make customers feel comfortable and safe time in doing their
financial transaction. The ability of the banks to create a good
image in customer's mind will make the bank become a

and
more

priority choice for the customers in doing their financial
transaction.

Data from the survey also showed that even the majority of
respondents had knowledge of digital banking system (98%),
only 17% of them using the e-channel in doing their financial




transactions. The respondents still afraid and unsure about the
safety of doing the financial transaction using electronic
channel. From the demographic data, all respondents (both
male and female) knew well about the bank products and
services. The respondents with the range age of 21-30 years
had higher knowledge about the e-banking products compare
with the older age 41-50 years. Meanwhile, the respondents
with age of 51-55 years had the lowest knowledge of the
electronic banking products and services. Respondents with
higher educational level (university graduates) had better
understanding of e-banking services compare with the
respondents at the lower educational level (high-school
graduates). Respondents who were coming from the A
segment class also had better familiarity with the e-banking
services compare with other segment class level (lowest are
coming from the C+ segment). The respondents associate the
bank with the good technology infrastructure with the number
of automated teller machines provided by the bank. Majority
respondents are using the e-channel for bills payment (85%),
online shopping (76%), online transfer (65%) and top-up for
e-money (53%).

V. MANAGERIAL IMPLICATIONS

The results of this study showed that to increase the banking
performance, the implementation of digital technology urgently
reeded. The safety business environment which is supported
with a good ICT infrastructure will encourage the customer
to do online financial transactions. The study also showed
that the social-cultural environments had lowest effect in
forming the entrepreneurship characteristic in Indonesia. The
result also confirms that social and cultural environment
will improve the growing of digital technology in Indonesia.
This finding is in the same conjunction with Hofstede's
cultural dimensions in which positioning Indonesia as a
collectivism country [28]. Collectivism meaning that there's a
long-term commitment to the families, social groups and
extended relationship. The banking customers will more
easily influenced by their friends and peer-groups in doing
their financial transaction. Most of them are gadget, media
social and internet users friendly and also doing the online
business transaction frequently. They request more on high-
speed internet capacity and free-wifi access anywhere.
Therefore, there‘s urgency for the Indonesian government to

develop the technology infrastructure and increase the
connectivity  capacity.  With  modern technology
infrastructure and  supported with the more speedy

bandwidth, hopefully it will encourage more customer are
doing theirr electronic financial transaction. The banking
industries will face some challenges in which they have to
spend more money for the technology investments and in the
same time the slowdown of the national economic mn the
upcoming year. And also there‘s another issue regarding the
implementation of the government regulation about the
electronic business transactions.

Digital transformation is not simply just automation of
existing business process but increases the productivity of the
people to grow sales and profits. The organization must
empower the knowledge worker to be more creative in

creating the value for all the customers. Organizations must
consider all some facts and works within their strategic
framework when deciding to utilize the information
technology, include the employee support, adequate
infrastructure, and also cost. This advancing technology will
results in the displacement of the employee, which can be also
make some disruptions in the productivity, efficiency, loss of
morale, lack of innovation and competitiveness [5], [12],[13].
Therefore, there's some urgency to make the smooth
transition from the existing into new business process.

Even the digital technology will replace the human roles in
doing the financial transaction works, some customers still
needs their appearance especially for huge transactions. They
are still afraid about the fraud and safety aspects in doing
electronic banking transactions. The older age respondents
are also more comfortable doing the financial transaction with
the bank‘s employee assistances. New technology has also
forced the corporate users and all the customers to become
more computer literate. The organization must assist all of
them in employing the simple and user-friendly technology to
do their financial transactions. The bank should ensure the
safety and convenience of using the e-banking system by
giving appropriate knowledge of the product services.

One consideration for the customer in choosing the bank is
the bank image and reputation. Bank image and reputation is
formed by the transparency and the good services delivered
by the employees. Therefore, there is also an urgency to give
more attention to develop the employee skill and knowledge
in serving the customers. Training to improve employee
competencies must be developed. The management must be
able to initiate the culture and value in delighting the
customers.

VL.

Other variables should be considered to improve the future
rescarch such as: the bank reputation, the convenience of
bank services and also adding demographic profile of the
respondents that is directly related to the downsizing strategy
and the banking performance.

FURTHER RESEARCH
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